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The Very Human Dynamics of
Knowledge and Value Conversion

It has been twenty years since Karl-Erik Sveiby first proposed that the invisible assets on the balance
sheet need to be managed just as carefully as financial or tangible assets. Three basic categories of
invisible assets: employee competence, internal structure and external structure first suggested by
Sveiby have endured as a standard way of organizing intangible assets (Sveiby 1988). Although many
similar classification schemes have been suggested in the last two decades, the basic premise has held
up through research and practice: organizational interventions must be understood in terms of both
tangible and intangible impact (Sveiby, 1997; Edvinsson & Malone, 1997; Roos, Roos, Dragonetti, and
Edvinsson, 1997 Wallman & Blair, 2000; Lev, 2001; Eccles et al., 2001, Andriessen 2004).

An even more important contribution in Sveiby’s work, however is his understanding of the dynamics
of value creation. In the opening chapter of the often cited book, The New Organizational Wealth,
Sveiby states quite clearly that “people are the only true agents in business. All assets and structures —
whether tangible or intangible — are the result of human actions” (Sveiby 1997). This is an important
premise that is not well addressed in most discussions of intangibles. At first glance it appears to be a
blinding flash of the obvious, but it calls into question not only traditional assumptions about value
creation but even some of the assumptions that are pervasive in the field of intangibles.

This paper explores the implications of Sveiby’s thinking for understanding knowledge conversion,
value conversion and value networks. Sveiby’s insights about people and their interactions provide a
foundation for a dynamic understanding of value conversion that puts people at the very heart of value
creation. This is a considerable leap forward from traditional business “value management” in the
familiar mantra of “people, processes, technology.” In a more human, knowledge-centered theory of
value processes are not so much sequences of events but rather sequences of interactions. Technologies
do not create value but are simply enablers for people to convert knowledge and other assets.

The Valuation Problem

Much of the work done around intangible assets has been focused on trying to put a valuation on
intangibles, sparked largely by Sveiby’s observation that there can be a huge gap between book value
and market value. This has historically has been referred to as “goodwill” but with potentially millions
of dollars in value at stake a knowledge-based enterprise needs to develop more deliberate ways of
managing this intangible value. However, focusing only on valuation of static assets, tangible or
intangible, ignores the simple principle that value is an emergent property of social systems.

Sveiby acknowledges that the value of intangibles only emerges in an indirect way on the stock market
or when a company changes hands and often cautions about trying to take the valuation question too
far. The slippery slope of valuation became only too apparent in 2001 during the financial scandal of
Enron and its accounting firm Arthur Andersen. These companies disappeared virtually overnight due
to loss of an intangible asset — reputation. As the scandal was revealed Enron shares dropped from over
US $90 to less that $.50. The Enron and Arthur Andersen collapse also contributed to the creation of
the US Sarbanes-Oxley Act, which was signed into law on July 30, 2002.

What we often forget during incidents such as this one, the 2008 collapse of the housing market in the
US, or currency fluctuations such as the decline of the US dollar is that even financial value is an
emergent property of social systems. The trend in recent years to devise ever more elaborate intangible
*accounting” methods is an attempt to rationalize intangibles in the same way that we have insisted
that financial capital and physical assets have “real” value. Intangible asset management systems do



provide a very real service in helping managers and leaders focus on the social aspects of business, but
they can also serve as a distraction when carried too far into valuation efforts. Further, the more
elaborate the valuation method, the more removed the concept of intangibles becomes from everyday
work and from the people who do that work.

The Human Dimension of Value

In order to better address how value emerges from social interactions we must first get real people
back into the value model. Sveiby reminds us that organizations are not real entities — they are
constructed in a constant process by people (Sveiby 1994, Sveiby 2001). “If one looks for an
organization one will not find it. What one will find are events linked together. These sequences, their
pathways and their timing are the forms we tend to make into objects or processes when we talk about
organizations.” Sveiby observes that these event sequences begin with Weick’s response patterns or
double interacts: “patterns in which an action by actor A evokes a specific response in actor B
(interact), which is then responded to by actor A,” (Weick 1979). This complete sequence is a double
interact. We could more commonly use the term exchange as one way of describing this double
interact. An A to B action with no response is simply an event or more specifically a transaction.

Exchanges carried out in sequence describe pathways not just of events and interactions but of actual
value flows. If we begin with the assumption that value is an emergent property of social systems then
we must look to this fundamental “cellular” level of value creation and organization — the way people
interact to organize exchanges and value flows.

We see the first evidence of value emergence in the exchange. When one person provides something to
another that action can be perceived as having a positive or negative value in the eyes of the recipient.
When perceived value is positive people feel they have gained or benefitted from the action. If
perceived value is high they would be likely to respond in a way that would encourage that action to
repeat. One response is to pay the other money to continue the action, a tangible transaction. Other
responses may be intangible reciprocity such as expressions of appreciation or responding in kind. For
example if one person shares a key business contact with another and he or she returns the favor there
is a positive reinforcing loop where both parties gain value. If perceived value is low then a repeat of
the action is not encouraged or may even be actively discouraged. Thus in order for value to emerge
the action or offering must be perceived as desirable on the part of the recipient.

Knowledge and Value Conversion

Over the course of interactions and exchanges value often changes form. Value conversion occurs
when one form of value is converted to another. The exact nature of these conversions cannot be
absolutely predicted because they operate according to probability, not predictability. Value
conversion is not a mechanistic process — it is a human process. Sveiby anchors value conversion
capacity solidly in the human:

“People can use their competence to create value in two directions: by transferring and
converting knowledge externally or internally to the organisation they belong to. When
the managers of a manufacturer direct the efforts of their employees internally, they
create tangible goods and intangible structures such as better processes and new
designs for products. When they direct their attention outwards, they will in addition to
delivery of goods and money also create intangible structures, such as customer
relationships, brand awareness, reputation and new experiences for the customers.
(Sveiby 2001)



Sveiby explains how knowledge transfers are the foundation of value conversion. Through
collaboration and knowledge sharing, supported by various technologies and mechanisms, knowledge
is transferred or converted into different forms of intangible assets. He suggests nine dimensions of
knowledge transfer or conversion of one type of knowledge asset to another.

1. Knowledge transfers/conversions between individuals
Knowledge transfers/conversions from individuals to external structure
Knowledge transfers/conversions from external structure to individuals
Knowledge transfers/conversions from individual competence into internal structure

Knowledge transfers/conversions within the external structure

2
3
4
5. Knowledge transfers/conversions from internal structure to individual competence
6
7. Knowledge transfers/conversions from external to internal structure

8

Knowledge transfers/conversions from internal to external structure
9. Knowledge transfers/conversions within internal structure

He also suggests 10" action to “maximize value creation — see the whole.” This is not actually a
transfer or conversion, but rather a sense making and oversight action. So knowledge transfer and
conversion, according to this understanding is the foundation for creating intangible assets. How those
intangible assets, in turn, get converted into more negotiable forms of value is the question that is
specifically addressed in value network analysis.

Converting Assets into Negotiable Value

People convert their competence and other assets under their control into other, more negotiable forms
of value that can be deployed or delivered to others. They make these value offerings into the internal
or external facing value networks they are part of by playing contributing roles. People usually have
many assets to choose from. As individuals we have both financial and intangible assets. We might
have some money or capital (financial assets); we have ways some tools and ways of working (internal
structure); we have expertise and know-how (human competence) and we have our reputation and
personal network (external structure). This also holds true for organizations. We put these assets into
motion by converting them into value offerings for others. While each role initiates or offers a
potential deliverable for trade, it becomes a completed value transaction only upon acceptance by
another role in the network. When someone is willing to provide a value in return then together they
execute an actual value exchange. So, although value can be offered at the role level, it is only when
that value is accepted or validated by another role in the network that the value conversion is
complete.

In turn, when people receive value inputs they convert them into some kind of gain, asset or capability
for themselves. They will use knowledge inputs for example to improve competence; payment for
services improves financial assets and so forth. If we can more deliberately work with these value
conversion dynamics we can not only better utilize and leverage the assets we have but can also link
value flows to the accumulation or growth of those assets (See Figure 1).
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Figure 1 Value Conversion Model

This principle of value conversion applies at every level of value creation from shop floor to nation
states and global action networks. A simple example of value conversion would be an intangible asset
such as product marketing competency being converted into a more negotiable form of value such as
marketing services or reports. People also accumulate assets or realize value from various inputs. An
example is when a tangible value input, such as purchased market intelligence reports, is converted
into a non-financial asset of increased levels of marketing competency.

Networks and Value Conversion

If human exchanges and interactions are at the heart of both value conversion then the typical ways
organizations and business models are represented are inadequate and even misleading. The most used
organizational model is the organization chart, which effectively captures reporting relationships but
has little to do with the actual way the work gets done or value is created.

Work simply refuses to stay neatly in the boxes. It has long been acknowledged that the real work gets
done through informal networks. Social network analysis (SNA) has well demonstrated this in the last
few years (Crossand Parker 2003, Anklam 2007). This methodology, which has been used in many
different sciences since the 1930s, has helped people to visualize and understand how work
conversations and knowledge exchanges (as intangible exchanges) spill over across organizational
boundaries.

Social or organizational network analysis is being used more commonly now to identify and support
knowledge sharing and expert networks in the organization. But SNA typically maps only one type of
link and one kind of role across a network. Therefore, it tends to produce static “snapshots” of
relationships rather than illuminating flows and exchanges, which is essential for understanding value
conversion.

The natural pattern any living system or social system is the network (Allee 2002). Organizations also
are networks consisting of people playing specific roles and engaging in value interactions oriented
toward the achievement of a particular task or outcome. (Even the hierarchical organization chart when
flattened out forms a classic “hub and spoke network” pattern.) The “true agents” in business — people
- participate in the network by playing these roles and converting their tangible and intangible assets
into negotiable offerings that serve the network.

Any organization or activity-focused group of people, therefore, can be understood as a value
conversion network, or value network. A value network is defined as any set of roles and interactions



in which people engage in both tangible and intangible exchanges to achieve economic or social good.
Value network analysis (VNA) introduces several elements into network analysis that bring us much
closer to mapping value as an emergent property of human interactions. In value network analysis:

e Nodes represent roles that can be played by one or many participants;

e Links denote delivery of a discrete, specific and negotiable form of value (deliverable);

e Each link can hold multiple characteristics. For example a link can be characterized by its
specific deliverable (a report), its nature as tangible or intangible, its perceived value and other
key characteristics;

e Links can be sequenced to define key value creating flowpaths or movement over time;

e Every deliverable or transaction can be directly linked to financial and non financial scorecards.

This last element, perhaps more than any other set value network analysis apart from other types of
network analysis. Value network interactions can be linked with transactional data (financial) non-
financial data (intangible assets) and performance indicators at the level of transaction, role and
network.

Value network analysis goes beyond evaluating the one simple network that is usually addressed in
SNA. VNA is actually a comparative analysis of three networks that address the same roles and
activity: the network of only tangible transactions, the network of intangible transactions and the
network of all transaction. Traditional SNA analytics can be applied to all three of these networks and
comparative analysis of the structure of these three network patterns often brings illuminating insights.
An overall value network can look very cohesive for example, but the intangible network might be
very fragmented, which would show that relationships and communication patterns may actually be
quite weak. Some of the most useful structural indicators are centrality, structural dependency, density
and stability of weak ties.

What is more interesting in regard to Sveiby’s work, however are those VNA indicators that are
different from the classic SNA indicators. In particular there are a number of indicators emerging in
value network analysis that can augment understanding of intangible asset management and value
conversion.

Intangible Asset Management

Sveiby suggests three key measurement dimensions to consider in managing intangible assets at the
organizational level: indicators of growth and renewal; indicators of efficiency and indicators of
stability. Value network analysis provides a way focus specifically on a number of different indicators
for intangible asset management, including these that he suggests.

Growth

Growth of assets is actually managed at the level of the role in a value network, since assets are
controlled and utilized by particular roles. Every value input has an impact on financial and non-
financial assets. Managing value means understanding how every input it is improving the financial
picture, the competence of people, the efficiencies of internal structures and processes or the quality of
our business relationships, brand and other external structure.

Sveiby also reminds us also that “in contrast to the Value Chain the intangible value in a Value
Network grows each time a transfer takes place because knowledge does not physically leave the
creator as a consequence of a transfer” (Sveiby 2001). He also reminds us that value is contextual and
a knowledge transfer can also be viewed as a loss. So calculating the actual value of the knowledge
transfer more accurately requires being able to understand the value impact of each unique transfer.
Knowledge and other transfers must be evaluated in terms of potential cost or risk and for financial or



non-financial gain. In value network analysis knowledge transfers are spelled out very specifically as
actual value deliverables (usually intangible) that pass from one role to another.

Efficiency or asset utilization

Efficiency in asset utilization can be effectively managed in a value network by assessing value
outputs in terms of how well financial and non financial assets are being utilized to create value. Value
outputs and contributions can also be assessed for their potential impacts (gain or loss) for industry,
society or the environment, thus expanding the intangibles assessment to include sustainability
indicators. Again this assessment is most easily conducted at the role level, although results can be
aggregated to assess overall efficiency of the network.

Efficiency of value conversion might also be a consideration. If key roles are receiving adequate inputs
yet are not producing value outputs with a high perceived value then their value conversion efficiency
is low. This type of indicator is perhaps more subjective than some people would be comfortable with,
as typically the data for this type of indicator is gathered by surveying network participants but it is
still useful to ask the question.

There is also of course one of the classic efficiency indicators — time. The time it takes for completion
of critical flow paths is very straight forward to calculate both subjectively as high, medium or low and
in objectively as actual time calculations to complete a transaction or flowpath sequence.

Role contribution to intangible asset generation

It is also possible to assess the direction contribution of each role to intangible asset creation as
strategic capability, both for the role itself and for the network overall. Just as role can have its own
individual intangible asset profile, a profile of assets for the overall network, or key roles within it can
also be determined.

Value Network Indicators

Acceptance of any value offering is contextual and dependent upon the functioning of the whole
network or system of value. In other words, a deliverable is considered value in one context but not in
another. Value is therefore an emergent property of the network, so understanding the functioning of
the network as a whole is essential to understanding exactly how and why value is created. Although it
is useful at the role level to understand one’s role in the network and manage one’s value inputs and
outputs, the dynamics of value in a network are dependent upon network effects, and one cannot
determine value by simply adding up all the roles and their outputs (Allee 2008).

The classic unit of analysis in business is the organization and the industry. Networks themselves are
usually considered as economic entities in terms of their overall output. Efforts to understand
economic outcomes from networks have been gaining ground in the last few years using social
network analysis. Several analysts and researchers are using SNA, both metaphorically and
analytically, to try to understand networks as economic entities with at least a limited focus on
intangible outcomes and exchanges (Granovetter and Swedberg 2001, Cross and Parker 2003; Dawson
2003; lansiti & Levien 2004).

The expanded elements in VNA provide new insights and offer a number of new potential indicators at
the level of the network. Several of the following sample indicators have been developed with
colleague Oliver Schwabe and Sveiby has also provided helpful feedback and suggestions in the course
of this work.

Stability of the value network



Stability in value network analysis is not about stability of any single asset but focuses on the stability
of the network and its capacity to generate value. There are two indicators that are important in this
regard. One indicator is the ratio of tangible to intangible value exchanges. Relationships that are built
on only tangible value exchanges are at risk when competitors offer a lower price or something goes
wrong with the contract. However, if there is a healthy ratio of tangible to intangible (at least 1:1) then
two roles are more likely to work through a problem with the business transaction and keep the
relationship.

The second dimension of stability is perceived value. Perceived value can be determined at the level of
the transaction, the role or can be aggregated at the network level. If there is an overall sense of high
perceived value then the network would be more stable than one where people perceive low value.
Since value is an emergent property of the value network attaching a financial value to each transaction
or role is not a fruitful exercise. The financial value of the network could be objectively determined by
looking at total revenues or valuation of participating organizations, but this would probably only be of
interest in an industry level analysis. Perceived value, on the other hand is quite deliberately subjective
and could well be a leading indicator for financial value (although this has not been researched to
date). Value holds multiple dimensions for people and financial value is not always the real motivator
for participating in a value network. Asking people their perceived value of a transaction or role or
even the network itself provides a way to assess the stability of role relationships and the network as a
whole.

Resilience and reciprocity

The ratio of tangible to intangible transactions also is an indicator of network resilience. This ratio
shows the balance between tangible and intangible exchanges. Intangible exchanges tend to follow
human relationships and many also require a degree of trust. An appropriate ratio of tangibles to
intangibles indicates that strong relationships exist with the potential for sense making and negotiation.
This capacity allows those playing different roles to adapt, adjust and negotiate change without
fragmenting the network.

A high percentage of tangible exchanges might show a high level of transparency through formal
structures, but it also might indicate that there is a lack of trust and low flexibility. A high percentage
of intangible transactions might show high flexibility and strong personal relationships. On the other
hand it also might indicate inefficiencies and “work-arounds” where a formal process is broken or
where more structure is needed. The “right” ratio varies with culture and industries. This ratio is also
key to determine both the role level and network level of reciprocity.

Risk

Risk is an interesting assessment at the level of the value network. Centrality, a classic SNA network
indicator is usually used to define the most influential or “central” people in a network. Interestingly
enough, however, from the standpoint of a value creating network if one or two roles carry
exceptionally high centrality this is actually a risk factor for the network overall. The risk increases
even more if the role is played by only one person or organization. If, for some reason, that person or
organization fails to execute their role effectively it reverberates negatively throughout the entire
network. One of the things to watch out for are roles that are overburdened with too many inputs and
outputs. Another classic indicator that helps to assess risk is density, which typically shows the speed
of communication.

Conclusions

Value network analysis provides a “missing link” between intangible asset management, the
organization chart, process management and social network analysis. By supporting role behaviors and



an intangibles mindset it moves intangibles from the abstractions of the accounting focus literally to
the shop floor. The approach is rapidly gaining adoption in global companies such as Boeing, in
global action networks addressing atrocities, slavery and other systemic social and environmental
challenges, and in government agencies. It is being used by everyday project managers and “flowpath
leaders” to address challenges from supply and logistics to open innovation and organizational
redesign. At the business web level it is being used to understand complexities in transportation,
pharmaceuticals and many other industries. It has also been used to demonstrate powerful linkages
between innovation value network patterns and Intellectual Capital creation at the regional and
national level for the European Commission. (Allee et al 2007).

The robustness of the value network method is in large part due to carefully building upon and
expanding the theory of knowledge-based enterprise. Further, integrating living systems theory and
insights from cybernetics allows a more organic understanding of how value emerges from social
systems. Focusing on people as the “true agents” of value creation as proposed by Sveiby provides a
new perspective of value creation. People move to center stage in the business model. Instead of being
considered interchangeable cogs in the wheel of industry they become the means of production for
value itself. By integrating financial and intangible asset management with a deep appreciation of these
very human dynamics, value network analysis provides a way to truly model how a knowledge-based
enterprise creates value.

Verna Allee is President of Valuenetworks.com, (www.valuenetworks.com) a technology company
providing tools for visualizing and analyzing value networks. She can be reached at
verna@vernaallee.com.
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